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OATH OR AFFIRMATION

I, James Dirscherl , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedule§ pertaining to the firm of
Sterling Grace Municipal Securities Corporation . as

of November 30 5405 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

ﬂmﬂ»/

Signature

H\N\AUWMK
U

Title

TEODORO PROFITA

Notary Public - New Jersey
Middlesex County
My Commission Expires March 15, 2010

Thls report ** contains (check all applicable boxes):
(a) Facing Page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
" (d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
(I) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

IRHRREREE

MO0 0O 2

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢)(3).
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INDEPENDENT ZEUDITORS' REPORT
\\7
To the Board of Directors and Stockholders
Sterling Grace Municipal Securities Corporation
100 Summerhill Road

Spotswood, NJ 08884

2\

=

»(5\

N

We have audited the accompanying balance sheet of Sterling Grace
Municipal Securities Corporation as at November 30, 2005, and the
related statements of income, cash flows, changes in stockholders'
equity and changes in 1liabilities subordinated to claims of general
creditors for the year then ended that you are filing pursuant to Rule
17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company's management. Our
responisibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America. Those standards reguire that
we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also

includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Sterling
Grace Municipal Securities Corporation as at November 30, 2005, and the
results of its operations and its cash flows for the year then ended in
conformity with generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the
basic financial statements taken as a whole. The information contained
in Schedules 1, 2, 3, 4 and 5 is presented for purposes of additional
analysis and is not a reguired part of the basic financial statements,
but is supplementary information required by Rule 17a-5 under the
Securities Exchange Act of 1934. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, 1is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

’:%%.62//4L4kzaﬂﬂawﬂ:'Cl?%%?%?wy‘,lé(;
M. I. ‘Grossman & Company, L.L.CL
Certified Public Accountants

January 6, 2006 }
MOoRRIS [ GrRossMAN, CPA Hinry 8. MiLLiN, CPA Jack L. Book, CPy

1496 Morris Avenue, Union, New Jersey 07083
-1 -
Tel: (908) 687-7740 E-Mail: MIGCPA@MIGROSSMAN.COM Fax: (908) 686-6043




STERLING GRACE MUNICIPAL SECURITIES CORPORATION

BALANCE SHEET

AS AT NOVEMBER 30,

2005

ASSETS

Cash

Market value of securities owned
by firm

Accrued interest receivable

Interest receivable - Loan

Furniture and fixtures less
accumulated depreciation

of $51,324

Security deposits

Prepaid expenses

Loan receivable

TOTAL ASSETS

Accrued expenses
Officer loan
Due to clearing organization

Commitments

Stockheolders' equity:
Common stock, no par value, 100 shares
authorized, 96 issued and outstanding
Retained earnings
Total stockholders' equity

LIABILITIES AND STOCKHOLDERS' EQUITY
$ 48,000
6,126,671

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes and independent auditors'

$ 29,617

11,750,107
20,673
27,196

_O_
3,170
300
86,000

$11,917,063

$ 157,298
200,000
5,385,094
5,742,392

6,174,671

$11,917,063

report.




STERLING GRACE MUNICIPAL SECURITIES CORPORATION

STATEMENT OF INCOME

FOR THE YEAR ENDED NOVEMBER 30, 2005

Revenues:
Trading
Interest
Total revenues

General and administrative expenses:

Payroll and employee benefits
Travel and entertainment
Bank charges

Telephone

Rent

Subscriptions

Office expense

Clearance charges

Dues & fees

Postage

Interest

Professional fees
Insurance

State franchise taxes
Contributions

S 651,987
16,056
802
8,015
48,068
64,841
8,466
36,298
10,405
3,756
481,441
49,363
1,380
1,327
25,000

Total general and administrative

expenses

Income before income taxes
Income taxes:
Federal

State
Total income taxes

Net income

See accompanying notes

-0-
95,000

and independent auditors'

$ 1,707,387
609,905
2,317,292

1,407,205

910,087

85,000

$ 815,087

report.



STERLING GRACE MUNICIPAL SECURITIES CORPORATION

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED NOVEMBER 30, 2005

Cash flows from operating activities:
Net income
(Increase) decrease in:
Market value of securities owned
by firm
Accrued interest receivable
Accounts receivable
Interest receivable loan
Loan receivable
Increase (decrease) in:
Accrued expenses
Total adjustments
Net cash used by operating
activities

Cash flows from financing activities:
Increase in clearance organization loan

Net increase in cash
Cash, beginning of year

Cash, end of year

S 815,087
(4,540,773)
2,364
263,700
(6,343)
4,200
42,076

(4,234,776)

(3,419,689)

3,430,327

10,638

_ 18,979

$ 29,617

Supplemental disclosures of cash flow information

Cash paid for:

Income taxes
Interest

S 96,327
$ 481,441

See accompanying notes and independent auditors' report.
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STERLING GRACE MUNICIPAL SECURITIES CORPORATION
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED
NOVEMBER 30, 2005

Common Retained Stockholders’

Stock Earnings Equity
Balance, beginning of year $48,000 $5,311,584 $5,359,584
Net income 815,087 815,087
Balance, end of year $48,000 $6,126,671 $6,174,671

See accompanying notes and independent auditors' report.



STERLING GRACE MUNICIPAL SECURITIES CORPORATION
STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS
FOR THE YEAR ENDED NOVEMBER 30, 2005

Subordinated liabilities -~ beginning of year

Increases

Subordinated liabilities - end of year

See accompanying notes and independent auditors' report.



STERLING GRACE MUNICIPAL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENT
NOVEMBER 30, 2005

Note 1 - Summary of Significant Accounting Policies:

Note 2

Organization

The Company 1s a broker-dealer registered with the Securities

and Exchange Commission ("SEC") and is a member of the
National Association of Securities Dealers ("NASD") and the
Municipal Securities Rulemaking Board ("MSRB") and the

Securities Investor Protection Corporation ("SIPC").

As at November 30, 2005, the Company was in compliance with
all minimum net capital requirements.

Securities Transactions

Securities transactions are recorded on a settlement date
basis.

Property and Equipment

Property and equipment are stated at cost. Depreciation 1is
provided on both the straight-line and accelerated methods
over the estimated useful lives of the related assets. The

cost of major renewals or betterments that extend the useful
lives of the property and equipment are capitalized as assets.
General repairs and maintenance are charged to income when
incurred.

Use of estimates

The preparation of financial statements in conformity with
generally accepted accounting principles reguires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from
those estimates.

Officer Loan Payable

The officer of Sterling Grace, Mark Doyle, advanced the
company $200,000 bearing interest at 8% per annum. Interest
is paid annually.



Note 3

Note 4

Note 5

Note 6

STERLING GRACE MUNICIPAL SECURITIES CORPORATION
NOTES TC FINANCIAL STATEMENT
NOVEMBER 30, 2005

Due to Clearing Organization

The payable to the clearing organization is for firm
transactions and i1s <collateralized by firm securities.
Interest is at a rate that is 100 basis points below the
customer margin rate.

Profit Sharing Plan

The company sponsors a defined contribution profit sharing
plan covering all full-time employees who have two years of
service and are age 21 or older. Contributions to the plan
are determined each year by the bcard of directors. Profit
sharing plan expense for the year ending November 30, 2005 was

$0.

Commitments

The Company entered into an 24 month noncancellable operating
office lease effective March, 2004, at a monthly rental of
$3,915. The rent will be increased on a yearly basis based on
the Consumer Price Index. The future minimum rent payments
required under such non-cancellable operating lease as at
November 30, 2005 is as follows:

Year Ending

November 30, Amount
2006 $ 12,075
Total minimum payments required $_ 12,075

Net Capital Reguirements

Pursuant to the net capital provisions of Rule 15¢ 3-1 of the
Securities and Exchange Commission, the Company is required to
maintain a minimum net capital balance. Net capital and the
related net capital ratio may fluctuate on a daily basis. At
November 30, 2005, the Company has net capital of $3,272,289,
which was 63,172,289 in excess of its minimum dollar net
capital requirement of $100,000.



STERLING GRACE MUNICIPAL SECURITIES CORPORATION

SUPPLEMENTAL SCHEDULE OF COMPUTATION OF NET CAPITAL

REQUIREMENTS PURSUANT TO RULE 15c3-3

NOVEMBER 30, 2005

Schedule 1

Total stockholders' equity

Liabilities subordinated to claims
of general creditors allowable
in computation of net capital

Total capital and allowable subordinated
borrowings

Less: Deductions and/or charges:
Non-allowable assets

Net capital before haircuts on security
positions

Less: Haircuts on securities:
State and municipal government
obligations 1,671,594
Undue concentrations 1,114,122

Net capital
Less: Greater of 6 2/3% of aggregate

indebtedness or $100,000

REMAINDER: Net capital in excess of all
regquirements

Aggregate indebtedness 357,288 = 10.92%
Net capital 3,272,289

6,174,671

6,174,671

116,666

6,058,005

2,785,716

3,272,289

100,000

$3,172,289

We have compared the computation of net capital under Section 240.15C3-1
of the Securities Exchange Act to your most recent unaudited Part II

Filing of Form X-17a-5 and found a difference of $47,614.

difference was a result of a conservative calculation of undue

concentrations which were not considered material.

See independent auditors' report.
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STERLING GRACE MUNICIPAL SECURITIES CORPORATION
SUPPLEMENTAL SCHEDULE OF COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS PURSUANT TO RULE 15C3-3
NOVEMBER 30, 2005

Schedule 2
The Company is exempt from the computation for determination of reserve

requirements in that all customer transactions are cleared through
Southwest Securities Incorporated on a fully disclosed basis.

See independent auditors' report.

- 10 -




STERLING GRACE MUNICIPAL SECURITIES CORPORATION
" SUPPLEMENTAL SCHEDULE OF INFORMATION RELATING TO POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15C3-3
FOR THE YEAR ENDED NOVEMBER 30, 2005

Schedule 3

We have found no material inadequacies in the accounting system,
internal accounting control, and that procedures for safeguarding
securities are adequate.

See independent auditors' report.

- 11 -




STERLING GRACE MUNICIPAL SECURITIES CORPORATION
SUPPLEMENTAL SCHEDULE OF RECONCILIATION PURSUANT TO RULE 17a-5(d); 4
AS AT NOVEMBER 30, 2005

Schedule 4

The computation of net capital per the audited financial statements as
at November 30, 2005, compared to the net capital computed on Form X-
17A-5 (Focus Report) differed by $47,614. The difference was a result
of a conservative calculation of undue concentrations.

See Independent Auditors' Report.

- 12 -



STERLING GRACE MUNICIPAL SECURITIES CORPORATION
INDEPENDENT AUDITOR'S REPORT ON MATERIAL INADEQUACIES
FOUND TO EXIST OR FOUND TO HAVE EXISTED SINCE THE

DATE OF THE PREVIOUS AUDIT REQUIRED BY SEC RULE 17A-5J

Board of Directors

Sterling Grace Municipal Securities Corporation
100 Summerhill Road

Spotswood, NJ 08884

In performing our audit of Sterling Grace Municipal Securities
Corporation for the year ended November 30, 2005, we found no material
inadeguacies existed, or found any to have existed since the previous
audit.

In our opinion, the section referred to above has been followed in
accordance with applicable instructions.

M. I. Grossman & Company L.L.C
Certified Public Accountants

January 6, 2006
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5 FOR A BROKER-DEALER
CLAIMING AN EXEMPTION FROM SEC RULE 15C-3-3

Board of Directors

Sterling Grace Municipal Securities Corporation
100 Summerhill Road

Spotswood, NJ 08884

In planning and performing our audit of the financial statements of
Sterling Grace Municipal Securities Corpcration for the year ended
November 30, 2005, we considered its internal control, including control
activities for safeguarding securities, 1in order to determine our
auditing procedures for the purpeose of expressing our opinion on the
financial statements and not to provide assurance on the internal
control.

Also, as required by rule 17A-5(g)(l) of the Securities and Exchange
Commission ("SEC"), we have made a study of the practices and procedures
followed by the Company, including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule
17a-5(g) in making the periodic computations of aggregate indebtedness
and net capital under rule 17A-3(a) (1ll1l) and for determining compliance
with the exemptive provisions of Rule 15C-3-3. Because the Company does
not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the
practices and procedures followed by the Company in making quarterly
securities examinations.

The management of the Company is responsible for establishing and
maintaining internal control and the practices and procedures referred
to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the
expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether
those practices and procedures can be expected to achieve the SEC's
above-mentioned objectives. Two of the objectives of internal control
and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use

(cont'd...)

Morris I. GrossyaN, CPA HeNRrY S. MiLLIN, CPA Jack L. Bock, CPA
1496 Morris Avenue, Union, New Jersey 07083
Tel: (908) 687-7740 E-Mail: MIGCPA@MIGROSSMAN.COM Fax: (908) 686-6043
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or disposition and that transactions are executed in accordance with
management's authorization and recorded properly to permit the
preparation of financial statements in accordance with generally
accepted accounting principles. Rule 17aA-5(g) lists additional
cbjectives of the practices and procedures listed in the preceding
paragraph.

Because of inherent limitations in internal control or the practices and
procedures referred to above, error or fraud may occur and not be
detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of
changes 1in conditions or that the effectiveness of their design and
operation may deteriorate.

Our consideration of internal control would not necessarily disclose all
matters in internal control that might be material weaknesses under
standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to
a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we noted
no matters involving internal control, including control activities foxr
safeguarding securities, that we consider to be material weaknesses as
defined above.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are
considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at November 30, 2005,
to meet the SEC's objectives.

This report is intended solely for the use of management, the SEC and
other regulatory agencies which rely on Rule 17A-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers and should not be used for any other purpose.

’)77‘6/@14‘”77»«4& o Wtfw} Lic

M. I. Grossman & Company, L.L.C.
Certified Public Accountants

January 6, 2006




